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SUB J : STEEL SHORTAGE TURNS INTO GLUT 

1. EMBOFF DISCUSSED THE EFFECTS OF THE RECENT RAILWAY STRIKE 
UPON THE STEEL INDUSTRY WITH IOINT SECRETARY K.V. RAMANATHAN 
IN THE MINISTRY OF STEEL. THE GOI IS IN THE PARADOXICAL POSITION 

OF IMPORTING 800,000 TONS OF STEEL FROM IAAPAN AND WESTERN EUROPE 
THIS YEAR WHILE STEEL PLANTS ARE TEMPORARILY OPERATING WELL 
BELOW NORMAL LEVELS FOR REASONS ASSOCIATED WITH THE STRIKE. 

2. IN ANTICIPATION OF THE SHORTAGES OF COAL AND IRON ORE THAT 
MIGHT OCCUR DURING THE RAIL STRIKE, THE STEEL PLANTS BEGAN 
OPERATING AT A MUCH REDUCED CAPACITY TO CONSERVE STOCKS. DURING 
THE STRIKE, THE GOI MADE A SPECIAL EFFORT TO KEEP THE STEEL 
FACTORIES SUPPLIED WITH COAL AND IRON ORE, WHICH CAUSED AN 
UNEXPECTEDLY HIGH ACCUMULATION OF RAW MATERIALS AT THE PLANTS. 
EVEN THOUGH THE PLANTS WERE OPERATING AT A LOW LEVEL, THE SKELETON 
RAIL SERVICE COULD NOT HANDLE THE OUTPUT AND A LARGE BACKLOG 

OF FINISHED STEEL PRODUCTS BEGAN TO OCCUR. 
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3. WHEN THE STRIKE DISSIPATED AND THE STEEL PLANTS BEGAN IN- 
CREASING PRODUCTION, THE BACKLOG OF FINISHED STEEL ROSE TO 
400,000 TONS. SINCE IT WILL TAKE A LEAST THREE WEEKS BEFORE THE 
RAILROADS CAN BUY THIS ACCUMULATION OF FINISHED GOODS INVENTORY 
DOWN TO A MANAGEABLE SIZE, THE STEEL PLANTS ARE PREVENTED 

FROM OPERATING AT FULL CAPACITY. THE ENORMOUS AMOUNT OF WORKING 
CAPITAL TIED UP IN FINISHED STEEL IS BEGINNING TO CREATE A 
CASH FLOW PROBLEM FOR THE COMPANIES. DISTRIBUTION IS ALSO RUN- 
NING INTO DIFFICULTIES IN VARIOUS PLACES: IN THE DELHI AREA 
ALONE. 460 RAILROAD CARS ARE WAITING TO BE UNLOADED AND THE 
STEEL MINISTRY HAS REQUESTED THE STEEL MILLS TO STOP FURTHER 

DELIVERIES TO DELHI. RAMANATHAN INDICATED THAT IT WOULD TAKE AT 
LEAST ANOTHER MONTH BEFORE THE STEEL COMPANIES WOULD BE BACK TO 
FULL PRODUCTION. THE TARGET FOR STEEL PRODUCTION DURING IFY 1974- 
75 HAS BEEN SHIFTED DOWN TO 5 MILLION TONS. AND MAY BE DROPPED 
EVEN FURTHER. 

4. WHILE THE GOI HAS BEEN FORCED TO HOLD DOWN PRODUCTION BECAUSE 
OF A TEMPORARY GLUT OF CERTAIN STEEL PRODUCTS, INDIA HAS ALREADY 
AGREED TO IMPORT 800,000 TONS OF STEEL FROM JAPAN AND WESTERN 
EUROPE AT A COST OF ABOUT RS. 1,600,000,000 (ROUGHLY $200 MIL- 
LION). WHILE RAMANATHAN HOPED THAT INDIA WOULD NOT HAVE TO MAKE 
FURTHER IMPORTS, THIS WILL DEPEND UPON HOW SOON THE PLANTS CAN 
GET BACK TO FULL CAPACITY. MOYNIHAN 
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